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iNTRODLiCTION 

In  /Vicrch  and  April  1983  INPUT  conducted  a  study  for  /Vicrtin  /Voriettc  Data 
Systems  to  identify  the  pricing  practices  in  the  professional  services  industry. 

Interviews  "  were  conducted  by  telephone:  the  names  of  companies  to  be 
contacted  were  developed  jointly  by  INPUT  and  ,'\Aartin  Marietta.  Viartin 
iViarietta  was  not  identified  as  the  client.  Interviewees  were  offered  a 
summicry  of  the  study  as  an  incentive  to  take  part.  Viartin  Marietto  will  have 
an  opportunity  to  review  the  summary  prior  to  its  dispatch. 


A  copy  of  the  questionnaire  used  is  in  Appendix  A.  This  questionnaire  was 
reviewed  with  Martin  Marietta  prior  to  use. 

The  nomes  of  companies  interviewed  are  in  Exhibit  1. 

.  Note;  ASK  Computer  declined  to  answer  most  questions  since  it  does 
not  consider  itself  to  be  in  the  professional  services  marKet/but  sellw^^ 
entire,  standard  systems:  modifications  are  discouraged. 

The  titles  of  those  interviewed  are  in  Exhibit  2.  Senior  management  was 
olmost  alvv'cys  interviewed  because  of  the  sensitive  nature  of  the  data  as 
v.'ell  cs  management  level  knowledge  required. 


-   1  - 


INPU 


« 


Digitized  by  tine  Internet  Archive 

in  2014 


https://archive.org/details/03330YPSPxx83Professional 


EXHIBIT  1 
FIRMS  INTERVIEWED 


EDS  : 

INFORMATICS 
CSC  /INFONET 
KEANE  ASSOCIATES 
CEISCO 
LTI 

AMERICAN  MANAGEMENT  SYSTEMS 

DATACARE 

MC  AUTO 

ARTHUR  ANDERSEN 
A.O.  SMITH 
DASD 

SPIRADELLIS 

MONCHIK-WEBER 

CDC 

EDS/FEDERAL  SYSTEMS 
ASK 


EXHIBIT  2 


INTERVIEWEE  TITLES 


SYSTEMS  ENGINEERING  MANAGER 

VICE  PRESIDENT  OPERATIONS 

MANAGER,   PROFESSIONAL  SERVICES 

MANAGER  FINANGE,  SYSTEMS  DEVELOPMENT  AND 
CONSULTANTS 

SENIOR  VIGE  PRESIDENT 

MANAGER  OF  GOVERNMENT  PROGRAMS 

DIRECTOR  OF  ADMINISTRATIVE  SERVICES^. 

MANAGER  OF  MARKET  RESEARCH 

PARTNER 

DIRECTOR  OF  PLANNING 

SENIOR  VICE  PRESIDENT  OF  DEVELOPMENT 
CHIEF  OPERATING  OFFICER 

STRATEGIC  PLANN  ER /PROFESS  ION  AL  SERVICES 
GROUP  VICE  PRESIDENT 


Respondent  Data 


Respondent  .  size  and  growth  rates,  based  on  available  data,  are  shown  in 
Exhibit  3. 

The  respondent  companies  viev.'  themselves  as  being  in  multiple  markets 
(Exhibit  A).  - 

Originally,  it  was  planned  to  segment  companies  by  whether  they  vyere  in 
the  federal  market  or  not. 

However,  only  one  company  saw  itself  as  only  in  the^ederal  market,  so 
that  segmentation  was  not  feasible. 

The  respondents  generally  see  themselves  as  having  many  competitors  (Exhibit 
5).  These  competitors  are  varied,  including  professional  service  firms, 
processing  firms,  occounting  firms  and,  increasingly,  hardware  companies. 

Pricing  end  Factors  Affecting  Pricing 

The  average  1983  rate  per  hour  ranges  from  $101  for  an  account  manager  to 
$39  for  a  junior  programmer  (Exhibit  6).  The  titles  and  definitions  are  those 
used  by  Martin  /Varietta:  respondents  noted  v/here  their  definitions  differed. 

Exhibit  7  shov/s  the  data  for  each  company. 
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EXHIBIT  5 
1  983  RATES  (AVERAGE) 


TITLE 


ACCOUKT  MANAGER 


PROJECT  LEADER 


PRINCIPAL  CONSULTANT 


SENIOR  CONSULTANT 


CONSULTANT 


PRINCIPAL  DESIGNER 


SR.  SYSTEMS  ANALYST 


SYSTEMS  ANALYST 


JR.  SYSTEMS  ANALYST 


SR.  PROGRAMMER 


PROGRAMMER 


RATE 

$101 
7S 
97 
91 
76 
69 
60 
50 
45 
47 
41 


JR.  PROGRAMMER 
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INPUT 


Note  the  larger  variotion  betweer".  cornpcnies. 

.    Generally,  the  ratio  between  the  most  one  least  expensive  company  wos 
largest  in  the  miore  senior  positions.  . 

.   This  ratio  was  not  affected  by  whether  a  company  used  the  samie  title 
definition  as  '\Aaftin  iViorietta. 

Variations  between  respondent  title  definitions  end  those  of  Vicrtin 
Marietta  are  shown  in  Exhibit  8. 

Exhibit  3  shows  the  expectd  rote  increase,  from  198!  to  1984,  us ! ng  I  9  80  OS 
the  base  year. 

Note  how  the  percent  change  closely  mirrors  the  inflation  rate. 

Exhibit  10  provides  this  some  data  for  each  respondent. 

.    GEI5C0  sees  the  greatest  i  ncreose  trom  1  9  80  to  1984,  and  Dctocare, 
EDS  and  Informatics  the  least. 

.    AMS  sees  the  biggest  change  between  1983  and  198A  and  Datacare  the 
least. 


_  i-  _ 


INPUT 


EXHIBIT  8 


VARIANCES  IN  RESPONDENT  TITLE  STRUCTURE 

EDS 

#        Same  rate  for  all  staff  levels, 
e        S90  for  new  customers. 


GE  ISCO 

»        Account /F ield  Manager  and  Project  Leader  both  included  in 

"Project  K'lanager". 
•        Principal  System  Designer  and  Senior  System  Analyst  both 

included  in  "Senior  Applications  Specialist". 


AMS 

•  Account ypield  Manager  and  Project  Leader  both  included  in 
"Principal"  or  "Vice  President". 

MC  AUTO 

•  Rates  proprietary  . 

•  Following  titles  are   same  as  Martin  Marietta. 

..Project  Leader   [5-8  years  experience) 
Consultant  Series 
Programmer 


•  Following  titles  vary 

Sr.  Systems  Analyst  and  Sr.  Programmer  are  combined 

in  "Sr.   Programmer  Analyst". 

There  are  no  Junior  Systems  Analysts. 

Junior  Programmer  is  called  "Associate  Programmer". 

•  in  addition  there  is  the  title  "Executive  Consultant",  with 
15-20  years  experience. 

ARTHUR  ANDERSEN 

•  in  the  top  five  Martin  Marietta  titles  there  is  a  general 
consistency  of  titles,  but  with  broader  rate  ranges: 


MARTIN  MARIETTA 

Account /Field  Mgr. 
Project  Leader 
Principal  Consultant 

Senior  Consultant 

Consultant  . 


ARTHUR  ANDERSEN  S  RANGE 

Young  Partner/Top  Mgr.  $1^0-180 

Younger  Manager  SllO-140 
Young  Partner  or 

Top  Manager  '    $1  50-200 

Young  Partner  or 

Top  Manager  $140-180 

Younger  Manager  $110-140 


Partners"  (off  this  scale)  have  a  range  of  S1  80-  275, 


e  Senior  technical  staff  have  a  range  of  $65-  95. 
e        Other  technical  staff  have  a  range  of  S45-60. 


A.O.  SMITH 

e        Project  Ueader  equsted  to-  "Project  Manager", 
e        Principal  and  Senior  Consultants  are  one  title. 

MONCHIK-WEBER 

«        Principal  System  Designer  is  equated  to  a  Principal  Consultant 

with  a  range  of  $1  25-  1  50. 
e>        A  Principal  System  Designer  is  equated  to  a  Senior  Systems 

Analyst. 

ASK 

•        Same  rate  for  all  staff  levels. 


EXHIBIT  9 

BILLING  RATE  INCREASES 
(AVERAGE) 


PERCENT 

YEAR  INDEX  CHANGE 

1 980  .100 

1 981  109     ■  9% 

1 982  118  8% 
1  983  1  23  '4% 
1984  .130  6% 
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Competition  and  costs  were  seen  as  the  nnost  important  factors  affecting 
pricing  and  inflation  and  turnover  the  least  important  (Exhibit  I  I). 

Note,  however,  that  cost/inflation  and  personnel  shortage/turnover  ere 
each  closely  related. 

Exhibit-  12  shows  the  individual  ratings  for  each  respondent. 
Pricing  Practices 

Exhibit  13  shov.'s  under  what  conditions  respondents  moke  variations  from  their 
stondord  rates. 

The  amount  of  competition  and  the  related  factors  of  expertise  and 
customer  type  are  the  most  common. 

Discounts  are  common  (Exhibit  14),  typically  for  large  jobs  or  in  competitive 
situations. 

Eillina  practices  are  essentially  the  same  for  task-oriented  as  for  time  and 
materials  work  (Exhibit  15). 

V''here  companies  use  the  same  rate  structure  for  fixed  price  work,  they 
qenerolly  add  a  surcharge  (Exhibit  16). 


-   5  - 


INPUT 


'     ,        .  EXHIBIT  n 

IMPORTANCE  OF  FACTORS  ON  BILLING  RATES 

(SUMMARY) 


FACTOR  IMPORTANCE^ 

COMPETITION  3.7 

COSTS  3.6 

TOOLS  3.4 

PERSONNEL  SHORTAGE  3.2 

CUSTOMERS'  FINANCES  3.0 

INFLATION  ,  2.5 

TURNOVER  2.3 


-  1  =  LOW,   5  =  HIGH 
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APPENDIX  A : 
QUESTIONNAIRE 


INPUT 


C  A> T  A  LO C     0  .  I'^RSi?.  l"T1 


PROFESSIONAL  SERVICES  PRICING  PRACTICES 

INPUT   is  a  research  and  consulting  firm  in  Saddie  Brook,   NJ  .  We  are  conducting 
a  study  on   professional  service  firms'  pricing  practices  t     In  return  for  your 
taking  part  in  our  study,  we  will  send  you  a  surrirriary  of  our  rep-ort  at  no 
charge. 

].     Is -your  professional  service  business  nationwide  or  is  rriost  of  your  work 
conducted  in  particular  oerographic  areas? 

 Nationwide 

  Particular  areas  -  Which  ones? 


CATALOG  NO.  !   i  j  ~ 


2.     is  each  of  ths  following  customer  or  prod'jct  areas  c  priiTiSry  or  seconccry 
priority  for  your  pro fes siop.cl  services  activities? 


Primarv 


Secondarv 


CoFTimercicl  Accounts 


Gov'ernrTient  Accounts 


Federal  ADP 


Federal  Embedded  Computer 


Weapons)  Systems 


State  and  Local 


jv',  a  n  u  f a  ct  u r i  n  g  Applications 


Banking  and  Finance  Applications 


Health  Care  Applications 


Other  (describe) 


3a.  Whet  professional  service  firms  do  you  see  as  your  primary  competition  now? 
What  do  you  see  as  their  strengths? 


;o  vc'j  think  miicht  be  added  to  that  list  in  two  or  three 


Wnat  otner  tirms 
vea  rs  ? 


CATALOG  NO. 


YPb  I  Pi 


5a.     When  producing   a  fixed  price  proposal,  do  you  use  the  same  rste 
structure  as,  used  on  T  &M  projects  for  project  personnel? 


!  1 


j  Yes 


No 


If  NO,  describe  differences 


5b.    Where  not  doing  fixed  price    work,    do  you  use  the  same  billing  rate  for 
straight  T  &M  engagements  as  for  task-oriented  engagements  (even  if 
billed  for  on  a  T  &M  basis}? 


Yes 


No 


Why  ? 


If  NO,  discuss  differences: 


5c.     Is  a   "surcharge"  or  "contingency  factor"  added  to  fixed  price  proposals 
over  and  above  the  result  produced  by  your  billing  rate  calculations 
(includes  measurinq  number  of  hours)? 


Yes 


No 


f  YES,   how  much,-  on  the  averaae? 


-  3  - 


INPW 


Hew  i  — pcrtarit  is  each  of  the  follcwing  factor's  in  affecting  changes 
in  your  biilinc  rates   [1  =  low,    5  =  high)?  Why? 

.  ,  I  nncortance  Reason 

General   inflation  Rate  _    

Your  Firrri's  Personnel  Turnover    

Your  Cost  Structure 

Your  Customers'   Economic  Conditions   

Personnel  Shortages     

Your   CDm,peii:ors'  Rates     


Proprietary  Productivity    i  ools  or     

Approaches 

If  the  average  billing  rates  for  your  firm/s  m.anagement  and  technical  staff 
e-qualled   100  in  1  SSO,  how  would  you  see  this  index  changing  for  your  firm 
in  each  vear  ud  to  198^?  VVhv? 

Year  Index  Reason 


1980  TOO 


1  SSI 


CATALOG  N'O.  lY-RSi  R  I   I  | 

B'.     Do  ycu  have  forrr.E!  vcriations    (either  higher  or  iov.'er)   from  your  standard 
r  a  i  e  s  r  e  i  a  t  e  d  t  o  : 

Yes  No 

e  Type  of  Custorrier   (e.g.,  oorTirrierci a  1  vs.  government) 

»  Appiication  Type  (e.g.,   manufacturing  vs.  general 
ccmimiercia! ) 

.  »  Ccmipeiiti ve  vs.   N'oncomipeti ti ve  Situations 

•  Ce-o graphic  Area 

•  Special  Expertise     

•  Other  (describe)  '     _____ 

FOR  ALL  AREAS  ANSWERED  "YES,"  ASK: 

•  Whv? 

»  Give  some  examples. 

•  How   large  is  the  variance? 

COMPLETE  ANSWERS.  ON  ATTACHED  SHEET. 
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L,/-^  i      LUL.    rvU  .  !  T  I  r-,  ^'  r:    I     i  j 


Do  ycu  ever  give  discounts  from  your  standard  rates? 
[UlYes  ED  No  ■  ■ 


1  F  Y  ES  : 

e  Under  what  conditions? 


♦   Hew  is  ti~'iis  accomplished    (e.g.,    reducing  hourly  rates,  reducing 
biiied   hours,  changing  job  categories^  cost  plus  fixed  fee)? 


•  About  how-  often  does  this  occur? 


•  About  what  percentage  rerduction  from  your  standard  rates  is  your 
typical  discount?   (May  be  one  number  or  a  range.) 


CATALOG  NO  ■        '  S'-i   ^   '  I 

C.   Could  vc'J  provide  me  ycur  current   (iSSZ)   rates  per  hour  T^or  the 

fo!!ov;inc  categories?    V.'e  have  defined  each  title  as  ir,c!ucinc  specific  years 
of  experience;   if  yov  do  not  use  exactly  the  sariie  definition,  please 
provide  the  rate  for  the  closest  title  and  tell  irie  wha:  ycur  defi ni tion .  is . 

Years  -Title 
Title  E  X  p  e  r  i  e  ri  c  e  "  \'  a  r  i  a  n  c  e 


'Account /Field  lv',anaeer-  S  -  12 


Preject   Leader  7  -    1 0 

Consultant   [in  a  1  0  -   1  5 
3  a  r  e  a ) 

Senior  Consultant  (in  a  ■  "9-12 
specialized  area) 

Consultant  [in  a  specialized  8  -  10 
area ) 

Principal  System  Designer  7-10 

Senior  Systems  Analyst  5  -  7 

Systems  Analyst  2  -  5 

Junior  S  >■  s  t  e  m  s  Analyst  0  -  2 

SeniorProgrammier  5-  / 

ProcrarPimier  2  -  5' 


Junior  Progr-ammer  C  -  2 


I  S  S  3  Rate 
[S  per  hour) 


p  r- 1  n  c  1  p  a  I 
soecia'lizec 


'  Net 


ATALOC  NO.  iYiP'Sl  R  I   I  ] 


h  £  schedule  o*  prcfes  sional  service  rates  to  prospective 


clients  ? 


Yes 


No 


F  YnS  :     Would  you  send  IN'PUi    £  copy 


Yes 


1  No 


